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OFFK:E~ THE seCRETARY

On Wednesday, January 4, 1995, Mr. B.B. Estey and I provided and discussed
the attached document with Ms. Lauren Belvin, Senior Advisor to Commissioner
Quello; Mr. James Coltharp; Special Advisor to Commissioner Barrett; Mr. Richard
Welch, Legal Advisor to Commissioner Chong; and James Casserly, senior Legal
Advisor to Commissioner Ness, in connection with the above-captioned docket.
Except for the inside address and personal salutation, the text of each letter is
identical.

Two copies of this Notice are being submitted to the Secretary of the FCC in
accordance with Section 1. 1206(a)(I) of the Commission's rules.
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Mr. James Coltharp
Special AdvilOl'
FCC
Washingto, DC mS4

Dear Tun:
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Suite 1000
1120 20th Street. NW
Washington, DC 20036
202 457-3895
FAX 202 457-2545

RECEIVED

~AN'- .1995

In its June 1993 Notice of PropoIed Rulemaking [CC Docket 93-197], the FCC
called for "relatively minor modifications and improvements" to AT&T Price Cap
regulation. Included in this docket is the issue of streamlined treatment for
AT&T's Commercial Long Distance services.

The comment cycle closed 14 months ago; we urp you to take prompt action on
commercial long distance streamlining now. To delay further would be bad
economics; contrary to facts that demonstrate an intensely competitive market; and
a retreat from innovative public policy making.

The foundation for this action was establisbed in the 19911nteruchtmge Order [90
132], when the Commission found that "(w)ith minor exception... the business
services market is su~tially competitive" and, as a result, it streamlined
regulation of the majority of AT&T's business services. The FCC's reasoning then
and now remains sound: 1) the business marketplace exhibits substantial demand
and supply elasticities which limit AT&T's market power; and 2) AT&T's market
share for business services is "...not incompatible with a highly competitive
market. "

Indeed, AT&T's market for Commercial Long Distance customers went from S4%
to less than 39% over a four-year period (1987-1991) and has seen f\Irther erosion
since. This is market competition at its most vigorous.

Continued price cap regulation of commercial long distance services significantly
distorts AT&T's ability to respond in a competitive marketplace for the business of
these customers. Any AT&T tariff filing that would seek to introduce a "new" or
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"NItnICtUred" .-vice must be filed on4S days notice, resulting in needless delay
for customers and advance notice to AT&T's competitors.
In its m-rac1ItIIIge Orrkr, the Commission expreued early con<:em about this
very situation. It said that AT&T was bema diIcourapd from acting as a market
"first mover." Mcnover, the FCC stated, competitors remain content to be
reactors becaUle they have time to do 10 and still beat AT&T to market during the
window amsed by Price Caps' 1eft&thy tariff' notice periods. As a result, the
present AT&T Price Cap replatioo of commercial long distance effectively limits
competitiveness in the market and thereby reduces the consumer benefits that
would otherwise result.

In support of its decision to streamline AT&T Price Cap Basket 3 business
aervices, the Commission concluded tine years 110 that the business long
distance market exhibited demand elasticity aDd customers " •••will switch carriers
in order to obtain pricina -viDas and desired featuta." That decision DOW bas
received strong new support from two lIOUlteS.

The first is the econometric study submitted in this docket by the Federal Trade
Commission. It supports reform action by the FCC, and forecasts that "...with
streamlined negulation, ATitT's costs of introducin& new aervices would fall and
more product variety would likely ensue."

Secondly, commercial1on& distance customers are speeJdng, and their actions are
loud and clear. What better evidence of a competitive market - one that no
longer needs to tie up one competitor with Price Caps rules - than the willingness
of customers to exercise choice? The number of customers who changed their
service with ATitT to an alternative plan or changed interexchange carriers now
totals 1.8 million customers on an aDDualiNd basis - or some 23% of tile ATltT
CLD customer base. These customers, freely exercising their choice, demonstrate
the competitiveness and demand elasticity of this dynamic commercial market.

In 1991, the Commission cited tile significant competitiveness of tile long distance
market as demonstrated by a study of the available capacity of competitors. Since
then, there has been continued growth in capacity, as demonstrated by the FCC's
most recent report, which shows that fiber route miles for all interexchange
carriers have increued almost 20% since 1989 - from 80,000 to about 95,000
route miles. Given these facts, the FCC's 1991 conclusion underscoring the
ability of competitors to quickly absorb market share is even more compelling
today.

As always, I would be happy to discuss this matter with you further. We look
forward to expeditious resolution of this important docket item.

Sincerely,


